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Estate Tax l!eturns, 1989-1991

by Barry W. Johnson

__from a decedent’s estate to_its.beneficiaries and is

n 1991, there were 53,576 Federal estate tax re-

turns filed for U.S. decedents with gross estates

at or above the $600,000 filing requirement, an 80
percent increase over the number filed at an equivalent
threshold in 1982. These decedents had a. combined total
gross estate of $90.9 billion, almost 94 percent more, in
real terms, than their 1982 counterparts. The group of
U.S. decedents with gross assets of at least $5 million
changed the most, increasing in number by 137 percent,
while the gross assets grew by almost 143 percent
between 1982 and 1991. Some of this growth is attribut-
able to a tax law change which took effect in 1982,
allowing an unlimited deduction from gross estate for
bequests to a surviving spouse, thus potentially increas-
ing the wealth of decedents who were widows or -
widowers.

Background

The Federal estate tax is a tax on the transfer of assets

Soutces and Limitations). Data for the 1991 Filing Year
are also presented to facilitate comparisons with past data
[2]. When data from different filing years are being
compared, all dollar values are converted to constant 1989
dollars (based on the decedent’s year of death) in order to
lessen the effects of inflation on the resulting trends [3].

1989 Decedents

Thete were an estimated 50,376 decedents who died ir in
1989 with gross estates at or above the $600,000 filing
requirement. They represented approximately 2.3 percent
of the total U.S. decedent population [4]. Together, their
gross estates totaled-almost $87.7 billion (see Figure A).

1989 Estate Tax Decedents, Selected Items, by
Sex of Decedent

[Money amounts are in miltions of dofars)

therefore levied on the estate. Beginning in 1977, the tax
on yearly gifts greater than $10,000 made by living
individuals and transfers made by a decedent’s estate
havebeen combined into a single tax, with a single
lifetime tax credit, known as the unified credit. Since
1987, this credit has been $192,800, which is equivalent
to the tax on $600,000 worth of assets, creating, in
effect, a filing threshold of $600,000 [1]. Tax rates are
graduated and ranged fromi 16 to 55 percent in 1989-
1991: Relevant changes to the estate tax law.are .’

. discussed in the appendix to this article.

" The-executor of an estate has up to 9 months after a
decedent’s death to file a return; a 6-month extension is
available beyond that. Thus, returns filed in a particular .
year will include some returns filed for decedents dying
in that year, but will be primarily for decedents who died
in the previous year. There will also be a small number
of returns for decedents who died in earlier years. '

Because the returns filed in a given year represent
decedents who died in many different years, the resulting
data reflect different economic conditions and may be
subject to different tax law environments. It is, therefore,
useful to study decedents who died in the same year, by

.combining returns filed over a perlod of several years.-
'By concentrating on a single year of death these llmlta-

tions can be overcome.
_ This article presents data from returns filed in 1989-
1991, focusing on decedents who died in 1989 (see Data
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.__ltem Al Male_ | Female_
' . decedents | decedents :| decedents
(§)] @ ®
~ Number of retums..................... 50,376 28031 | 22,345
Gross estate, date-of-death..... 87,684 - 62,469 35.21_5
Aliowable deductions............... 38,488 28,761 9,727
Estate tax after credits............. 9,029 4,074 4,955

NOTE: Detail may not add to totals because of rounding.

. Females accounted for approximately 44 percent of the -
1989 éstate tax decedents and for about 40 percent of the
reported gross estate. The majority, 64 percent, of them
were widowed; only 24 percent were married (see Figure
B). Overall, the average value of their gross estates was
almost $1.6 million, slightly higher for married decedents
than for those who were widowed, and much lower, $1.3
million, for the 8 percent who were single at death.

_Over 66 percent of male estate tax decedents who died
in 1989 were married and 22 percent were widowers. -
Male decedents who were married at the time of their

-death had an average gross estate of almost $2.0 million,

while widowers had an average estate of $1.6 million. The
average size of gross estate for those who were single was
almost $1.8 million, 51gmficantly higher than their female
counterparts. -

The average age at death for male decedents was 73.8
years. This was 2.0 years higher than the national average
for all U.S. male decedents in 1989. For female decedents,
the average age at death was 79.9 years, again higher than
the national average for women, but by only 1.3 years.
These results are not surprising because it is well docu-

‘mented that the wealthy live longer than the general
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.Figure B

1989 Estate Tax Decedents, by Sex and Marital
Status of Decedent

Married
H snoe

D Widow or widower

I]]Hm Other

Real estate
(21.7%)

Mortgages
and notes
(3.1%)

Noncorporate (6.7%)
business assets! Cash
(4.7%) (12.1%)
1986 Decedents

1includes farm assets and limited partnerships.

|
b

Stock
(33.5%)

NOTE: All percentages are based on values converted to constant 1989 dollars.

population due to factors such as safer work environ-
ments, better access to health care and better nutrition. It
should also be noted that the gap between the average age
of males and females for whom estate tax returns were
filed, 6.1 years, was less than the 6.8 year average differ-
ence for the general population. This gap has been declin-
ing in the general population since the 1970’s [5].

Although females made up a smaller portion of the total
filers, estate tax returns filed for female decedents re-
ported the largest estate tax liability, accounting for about
55 percent or almost $5 billion of the total reported for all
1989 decedents. This is attributable mainly to the use of
the unlimited marital deduction to postpone payment of
estate taxes until the death of the second spouse. Because
female decedents lived, on average, over 6 years longer
than males, their estates are most often liable for the estate
tax.

Assets

Overall, investments in corporate stock made up the
largest share of gross estate for decedents who died in
1989, accounting for $27.2 billion or about 31 percent
(see Figure C). Of this amount, at least $7.1 billion had
been invested in closely held corporations [6]. Real estate
holdings accounted for almost 23 percent of the total.
Investments in corporate, foreign, and Federal or State
and local Government bonds amounted to almost 17

Composition of Gross Estate of 1986 and 1989 Decedents

Life insurance
(3.1%)

Life insurance
(3.1%)

Real estate
(22.6%)

Stock
{31.1%)
Mortgages {1 3

(2.6%)

Noncorporate Cash
business assets! (12.0%)
(4.2%)

1989 Decedents
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percent of these estates; tax-exempt State and local
Government bonds accounted for almost 68 percent of
total bond investments. Cash .was the fourth largest asset
category, with a total of $10.6 billion, which amounted to
12 percent of the total. The rest was distributed fairly’
evenly among the remaining categories. The category in
Figure C labeled “other assets™ includes well over $1.1

- billion in art investments.

A comparison of the cbmposition of the estates of 1989

decedents with that of 1986 decedents shows little change.

The percentage of assets held as corporate stock decreased
from 33.5 percent to 31.1 percent, while the portions held
as bonds and cash both increased. The popularity of

mutual funds among investors increased notably between o

1986 and 1989, with money market and bond funds
experiencing the most growth [7]. This may have contrib-
uted to the increase in the percentage of assets held as
cash, since money market mutual funds are included -

- there. The increase in the relative amount held as real es-’
_tate from 21.6 to 22.6 percent continues the trend ob-

declined by about 19 percent, the largest change to any
single asset category. The value of stock in closely held
companies declined by about 13 percent. This is not -
surprising since many closely held corporations are small
and much of their value is dependent on the reputation or
skills of one or a few individuals, in this case, the skills of
the decedent. It is notable that the alternate value of State
and local Government bonds was actually higher, overall,
than their value at the time of the decedent’s death.

As in the past, bequests to a surviving spouse accounted -
for the largest single deduction from total gross estate for
1989 decedents (see Figure E). In general, bequests made
to a decedent’s spouse are fully deductible from total .

- gross estate. This deduction accounted for 79.1 percent of

the total for estates with no tax liability and almost 50
percent of the deductions for taxable estates (i.e., those
reporting a tax liability). The second most 51gmﬁeant
deduction.was that for-bequests to-charities,-accounting——

- served i in studles of 1982 and 1986 decedents [8]

Albmah'aluaﬂon i

Federal ¢ estate tax law provides for the “alternate valua-

tion” of an estate in the event that there is a decline in the
value of the estate within 6 months. of the decedent’s
death. If elected, the value of all assets must be reported
on the tax return at both the date-of-death and alternate
values. Alternate valuation must result in a net decrease in

the value of the estate, even though some individual assets

may actually have a higher value at the later valuation-

date.

Alternate valuatlon was elected for the estates of 4,710 -

decedents who died in 1989, or about 9 percent of all

Figure D

returns filed, lowering the valueiof these estates by over :
'$500 million- (see Figure D). For estates. electmg altemate
. valuation, the value of corporate and foreign bonds

for 10.6 percent of total deductions for nontaxable estates
and 22.5 percent for those reporting taxes. The category in
Figure E labeled “other” includes deductions of $242
million for funeral expenses; $656 miillion for estate
administration expenses and over $1.6 billion (about 2
percent of total gross estate) for attomey and executor
fees.

Over 19 percent of all 1989 decedents made a charltable o

bequest. Estates with no tax liability reported a deduction

. for charltable bequests which was 7.3 percent of gross

assets, in contrast to a deductlon for charltable bequests of .
just 5.9 percent reported on returns showing a tax liability

. [9]. The fact that estates in the latter group did not elect to::

make a larger charltable bequest thereby: reducmg thejr- . B
estate tax llablllty, suggests that tax mcentlves prov1de

' Date—of—Death and Alternate Values for Selected Assets Reported by Estates Electmg Alternate ’

Valuation, 1989 Decedents

[Money amounts.are in thousands ot dollarsj

Selected asse'ts‘, ’ Dete-ot-death E S ' Alternate Percentage
~ . L B value - - - |- - difterence -
() @ . G
Total gross estate 11485203 | . 10,973,073 45
Real estate 1,673,619 '1,600,858 ’ S a3
-State and local Govemment bonds.......... X 1,548,988 1,563,207 ' . 0.9 .
Corporate and foreign bonds. ) " 156,667 -1 - 126,521 -19.2° -
Closely held stock 1,295,785 - 1,128,747 -12.9
OHhEE STOCK:....c.iiciiriiiitirin it se e ssses e e e sns e nnn sosmnenae 3,577,951 ’ 3,358,688 -6.1
NONCOTPOrate BUSINESS ASSOLS............cc.cerrverierirerrrerieraeeseeeresraserarssessosssssnns 279,065 | 269,260 T -35
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Deductions Claimed for 1989 Decedents, by
Tax Status of Estate

Billions of doilars
30 -

25

15

10

Nontaxable returns

Taxable returns

Bequests to spouse . Debts and mortgages

D Charitable bequests H]]I[[I Other

only a part of the motivation for charitable giving [10].
Single decedents were the most likely to make chari-
table bequests; almost 55 percent of single female dece-
dents and more than one-third of single male decedents
made a bequest to charitable organizations (see Figure F).
Over 29 percent of widowed females, the third most

philanthropic group, made a charitable bequest. In con-
trast, only about 8 percent of married male or female
decedents included charities among the beneficiaries of
their estates. These findings are indicative of the competi-
tion that can exist between family obligations and philan-
thropic goals.

Single decedents who made charitable bequests gave
almost 44 percent of their net worth to charities. Single
males, giving 49 percent of their net worth, were the most
generous. Married decedents made the smallest bequests,
giving only 11 percent of their net worth to charities. In
general, male decedents gave a larger share of their net
worth to charities than did females.

As a group, 1989 decedents gave almost $5.8 billion to
charities. Almost 60 percent of those making charitable
gifts included religious organizations among their benefi-
ciaries, making them the most frequently remembered
group. However, the size of the individual bequests were,
on average, smaller than those given to other organiza-
tions. The largest share of bequests from female decedents
(nearly $1 billion) went to organizations involved in
education, medical care or scientific research (see Figure
G). Male decedents favored private foundations, be-
queathing them over $1 billion. These are organizations
established by the decedent or other family members
which are usually involved in a variety of philanthropic
activities. They are becoming increasingly popular be-
cause they afford the donor more control over the uses of
gifts and often create a more lasting legacy [11].

Filing Year Data

Between 1982 and 1991, the number of estate tax returns
filed for U.S. decedents with gross estates of at least
$650,000 increased by almost 81 percent [12,13]. The

Estates of 1989 Decedents with Net Worth of $500,000 or More and with Charitable Bequests:
Donors as a Percentage of All Decedents and Gifts as a Percentage of Net Worth, by Sex and

Marital Status of Decedent

All Male Female
Marital status decedents decedents decedents
Percentage Percentage Percentage Percentage Percentage Percentage
that were ot net worth that were of net worth that were of net worth
donors given donors given donors given
() @ ® @ (5) )
Total 19.5 23.7 14.3 229 259 246
Married 8.1 10.9 8.2 1.3 7.8 8.0
Widow or widower 26.9 246 251 26.0 291 241
Single 43.2 43.7 33.5 49.0 54.7 36.9
Other. 21.7 32.7 18.9 36.2 25.6 29.2
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Social welfare
T (2.3%)

Other

(19‘3

Education,medical
and science
(26.0%)

I

Arts and
humanities
(2.1%)

Religious \
(8.5%)

Private
toundations
(41.3%)

Recipients of Charitable Bequests, by Sex of 1989 Decedents
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humanities
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_Male Decedents__

NOTE: Percentages are based on amounts of chaﬁtable b

;7 ;jEemaIe.Decedénts

quests made by decedent

graph in Figure H shows the number of returns plotted
along with gross assets, by filing year [14]. The difference
in the slope of the two lines indicates that the value of
assets held by this group has grown faster than the
number of filers. A closer look at this increase shows that
the number of filers with gross estates of less than $5
million increased by about 80 percent between 1982 and
1991, as did the total value of the assets, meaning that .
most of the increase in total assets was due to the in-
creased number of filers above this level of wealth (see
Figure I). On the other hand, the number of returns filed
for decedents with at least $5 million in gross assets grew
over 137 percent while the combined value of thé assets
increased about 143 percent over the same period. '

In contrast to the large increase in both the number and
wealth of estate tax decedents during the period 1982-
1991, the real value of tax generated by their estates rose
by a more modest 30 percent (see Figure J). This rela-_
tively small change was due to several significant modifi-
cations to the estate tax law which took effect during the

-same period. These included the introduction of the

unlimited deduction for assets left to a surviving spouse
and the lowering of the top tax rate from 70 to 55 percent,
and an increase in the unified credit. -

Much of the growth in both the number of filers and the
total wealth they held is partially attributable to the boom
in both the real estate and stock markets during this

period. Another important factor may be the effect of the
unlimited deduction from gross estate allowed for be-
quests to a surviving spouse. This law encourages a
decedent spouse to leave the bulk of his or her estate to

" Number and Gross Estate for Decedents with - ‘
Gross Estate of $650,000 or More, Filing Years
1982-19911 - |

Thousands of returns

90 r

- Billions of dollars .

"o 0
80 — "¢
L e 1 e0
70 F Gross estate @~ 1 70
60 | - ./0/ 1 e
50 | { so
‘— 1
40 L} —e - ’_’—0 1 40
o
80 r 3 - -7 .Number of-returns - - 1%
——eo_
20 1 20
10 b { 1w
o A . . . . "o
1982 "1983 1984 1985 1986 1987 1988 1989 1990 1991
Filing Year

1 Gross estate is based on values converted to constant 1989 dollars. ‘




Estate Tax Returns, 1989-1991

Estate Tax Returns Filed in 1982-1991: Number of Returns and Total Gross Estate, by Size of

Gross Estate and Filing Year!

[Numbers of returns are in thousands, money amounts are in millions of dollars)

Total $650,000 $1,000,000 $5,000,000
Filing year under $1,000,000 under $5,000,000 or more
Number Amount Number Amount Number Amount Number Amount
) @ @ “ ® ® @) ®

1982 251 41,638 124 9,773 1.9 20,928 08 . 10,937
1983...... 25.4 42,436 12.7 10,062 11.8 20,653 0.9 11,721
1984.. 23.3 40,303 12.2 9,713 10.1 18,483 1.0 12,107
1985 327 57,422 159 12,615 154 27,007 14 17,800
1986......oneercnniticenen e e 35.2 64,399 16.7 13,210 17.0 32,325 15 18,864
1987 ..t e 39.0 70,594 184 14,707 18.7 34,028 1.8 21,860
1988.... it e 40.5 74,502 18.2 14,560 20.7 37,151 17 22,792
1989......oeiiecnienirerers e 432 79,567 203 16,016 21.0 38,918 19 24,634
1980 451 83,258 212 16,856 21.9 39,535 2.0 26,868
1991.......... 454 81,678 221 17,680 214 37,413 1.9 26,585
Percentage increase, 1982-1991................ 80.9 96.2 78.2 80.9 79.8 78.8 137.5 143.1

+ Gross estate is based on values converted to constant 1989 dollars.

the surviving spouse, creating more, wealthier widows
and widowers, thus increasing the number of returns
subsequently filed after the death of the surviving spouse.
Total assets owned by the U.S. household sector, as
measured by the Federal Reserve Board’s Flow of Funds
accounts, grew by an inflation-adjusted 40 percent during
1982-1991. While it is not surprising that the value of
assets owned by individuals at the upper end of the wealth
distribution would increase at a rate higher than that of the

Gross Estate and Estate Tax After Credits for
Returns Filed for Decedents with Gross Estates
of $650,000 or More, Filing Years 1982 and 19911

Billions of dollars
20 F

81.7
80 |
70
6o | Y ] 1922
50 1991
40 %
30
20
10 6.6 i 8.7
0 W
Gross estate Estate tax after credits

1 Gross estate is based on values converted to constant 1989 dollars.

general population, some of the difference is certainly due
to changes in bequest patterns.

Summary

Of the estimated 50,376 decedents who died in 1989 with
gross assets at or above the $600,000 filing requirement,
44 percent were female. While they owned only about 40
percent of the gross assets, their estates incurred almost
55 percent of the tax liability for all 1989 decedents.
Female decedents had an average age at death of 79.9
years, 6.1 years more than that of male decedents.

Investments in corporate stock made up the largest
share of gross estate for 1989 decedents, with real estate
holdings accounting for the second largest share of the
total. Estates of 1989 decedents held more of their assets
as bonds and cash than did those of 1986 decedents. Tax-
exempt State and local Government bonds accounted for
the largest share of total bond holdings.

The number of estate tax returns filed for decedents
with estates above a constant dollar threshold ($650,000)
increased 80 percent between 1982 and 1991. The number
of estates with gross assets of $5 million or more in-
creased by 137 percent while the value of the assets grew
by 143 percent. Because of significant revisions to the tax
code, the relative amount of tax liability reported on all
Federal estate tax returns increased by only 30 percent
over the same period.

Data Sources and Limitations

The data presented in this article are estimates based on
samples of Federal estate tax returns filed in 1989, 1990

81
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and 1991. These samples were limited to returns filed for
decedents who died after 1981 with total gross estates of

- at least $500,000. (A $500,000 threshold was used in _
order to include any delinquent returns filed for decedents
dying before 1987.) The sample for the 1989 Filing Year -
included 7,317 returns out of a total population of 48,097.
In 1990, the yeat in which most returns for 1989 dece-
dents were filed, 15,043 returns were sampled out of a
total of 53,228, There were 6,991 returns out of 56,512
sampled during the 1991 Filing Year. Of the 26,351
returns sampled during 1989-1991, there were 17, 571
returns filed for 1989 decedents. ’

"Estate tax returns were statlstrcally sampled while the
returns were being processed for administrative purposes,
but before any audit examination. Thus, returns were = -
selected on a flow basis, using a stratified random prob-
ability sampling method, whereby the sample rates were
preset based on the desired sample size and an estimate of
the populat1on The design had three stratification  vari:
ables: year of death, age at déath and size of total gross .

|—estate. For the-1989-1991 Filing Years, the year of death -

variable was separated into two categories: 1989 year of
death and non-1989 year of death. Age was disaggregated
into five categories: under 40, 40 under 50, 50 under 65,

- 65 under 75, and 75 and older (including-age unknown). °
Total gross estate was limited to three categories: .
$500, 000 under $1 million, $1 mllhon under $5 million,
and $5 million or more. Sampling rates ranged from'7 to
100 percent; returns for over half of the strata were se-
lected at the 100 percent rate. - e

An examination of returns filed between 1982 and 1991
tevealed that almost 99 percent of all returns for dece- '
dents who die in a given year are filed by the end of the
second calendar year following the year of death. Further,
the decedent’s age at death and the length of time between

~ the decedent’s date of death and the filing of an estate tax
return are related. It-was therefore possible to predict the
percentage of unfiled returns within age strata, using an
ordinary least squares regression model. The sample -

weights were adjusted accordingly, in order to account for - |

returns for 1989 decedents not ﬁled by the end of the
1991 Frlmg Year 2

Explanation of Selected 'I'enns 2
Brief definitions of some of the terms used in thls article
are provided below: " : : :
Adjusted taxable estate. —-Ad_]usted taxable estate was
equal to the sum of taxable estate. and ad_]usted taxable
- gifts.
Adjusted taxable gzﬁs —Certain gifts made durmg the

life of an individual who died before 1982 were automati-

cally included in the gross estate. However, for the estate
of an individual who died after 1981, these gifts' were not
generally included in the gross estate. Instead, they were
added to the taxable estate, creating the “adjusted taxable
estate” for the purposes of " determmlng the estate tax
before credits.”

Annuities.—These wére investments for whlch a person
received a fixed income for a set period of time. They
include assets related to pensions or retirement, such as-
€quity in a Keogh self-employed retirement plan or in
individual retlrement arrangemients (IRA’s).

 Bequests to'a surviving spouse.—This was equal to the
value of property interests passing from the decedent to
the surviving spouse and was taken as a deductlon from
the “total gross estate.” S

Closely held stock.-—This is'stock in any’ corporatlon =
which was not traded on a public stock exchange. It most
often refers to a small corporation in which a decedént .
exercised a great deal of control as evidenced by a large
percentage of ownership. It is shown separately because it

- —1s often-difficult for executors-to-value-such:stock: since-it-—|—-

" isnot frequently traded and because the'value of these
compames is often’very dependent on the personallty or "
skills of the1r owners, and may change 1f the prlmary
- ownerdies. - -+ - ms -

Estate tax aﬁer credits.—This was the tax llab111ty of
the estate remaining after subtraction of credits for State -
death taxes, foreign death taxes, taxes on prior transfers -
and Federal gift taxes prev1ously paid. In addltlon,

“unified credit,” graduated accordlng to the year of death
anda “credit” for gift taxes pa1d on post-1976 glfts is -

' allowed (see also “Unified credlt”)

Estate tax before credn‘s —This was the tax obtamed by :
applying the graduated estate tax rates tothe adjusted -
taxable estate reduced by the’ amount of Federal gift’ taxes
previously paid.

Federal gift taxes prevrously patd. -——Credlt was allowed
against the estate tax for the Federal gift tax paid on'a gift -

~ made by a decedent before 1977. No credit; apart from the
unified credit, was allowed for any glft tax pald on grfts e
made after 1976. .~

. Ltfetzme transfers —Included were two categorles of

* gifts that, by law, had to be reported in total | gross estate:
gifts taking effect at death, and gifts of property in ‘which’
the decedent retained some rxghts durmg his or her life--
time. (eretlme transfers are shown in total as an mforma-
tion itemi in Tables 1-and 2; the types of property trans-
ferred are not shown separately, but are’ included mstead

* in the property types comprising total gross estate )

' Net worth,—Net worth was equal to the total gross :
estate less mortgages and other debts '
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Nontaxable returns.—Nontaxable returns were those
with no estate tax liability after credits.

Other tax credits.—This is the sum of all tax credits
(other than the unified credit) taken as a deduction from
the estate tax before credits. Included are credits for State
death taxes, foreign death taxes, Federal gift taxes and
taxes on prior transfers.

Tax on prior transfers.— A tax credit was allowed for
Federal estate tax paid on property received by the dece-
dent or the estate from a transferor who died within 10
years before, or 2 years after, the decedent. The credit was
intended to lessen the burden of double taxation between
successive estates whose owners had died within a short
period of time. Depending on the time that elapsed be-
tween the deaths, a credit was allowed for all or part of
the Federal estate tax paid by the transferor’s estate with
respect to the transfer.

Taxable estate.—Taxable estate is the base to which the
graduated Federal estate tax rates are applied in comput-
ing the estate tax before credits. Taxable estate is equal to
the value of the “total gross estate™ less deductions for the
following: funeral and administrative expenses; casualty
and theft losses; debts, mortgages, losses and other claims
against the estate, including pledges to charitable organi-
zations; bequests to the surviving spouse; and the “em-
ployee stock ownership plan” (ESOP) deduction (in-
cluded in the statistics for “other expenses and losses™).

Taxable returns.—Taxable returns were those with an
amount of estate tax after credits.

Total gross estate.— An estate tax return was required
in the case of every decedent whose gross estate at the
time of death exceeded the legal filing requirement in
effect for the year of death. For estate tax purposes, the
gross estate included all property, or interests in property,
before reduction by debts (except policy loans against
insurance) and mortgages, or administrative expenses.
Included in the gross estate were such items as real estate,

tangible and intangible personal property, certain lifetime

gifts made by the decedent, property in which the dece-
dent had a general power of appointment, the decedent’s
interest in annuities receivable by the surviving benefi-
ciary, the decedent’s share in community property, life
insurance proceeds (even though payable to beneficiaries
other than the estate), dower or courtesy of the surviving
spouse (inherited property) and, with certain exceptions,
joint estates with right of survivorship and tenancies by
the entirety. In this article, it almost always refers to the
value of assets at the time of the decedent’s death (see
also “Total gross estate, alternate value” and “Total gross
estate, tax purposes”).

Total gross estate, alternate value.—All property
included in the gross estate could be valued at one of two

points in time. While the value of the gross estate at the
date of death determined whether an estate tax return had
to be filed, the executor of the estate had the option of
valuing the estate as of the date of death or 6 months
thereafter. (Any property sold, exchanged or otherwise
disposed of within the 6 months was valued as of the date
of the disposition.)

Total gross estate, tax purposes.—This measure is used
to define the valuation method used by the decedent’s
executor to calculate taxable estate and, ultimately, the
estate tax liability, if any. If alternate valuation was
elected, this will be the alternately valued amount of gross
assets, otherwise, it will be the value of all assets (see
“Total gross estate™) at the time of the decedent’s death.

Unified credit.—The unified credit, so called because it
is used for both estate and gift tax purposes, is applied as a
dollar-for-dollar reduction of the estate tax. (The unified
credit represents the amount of tax on that part of gross
estate which is below the filing requirement.) The credit
must be used to offset gift taxes on lifetime transfers made
after 1976. However, to the extent it is so used, the amount
of credit available at death is reduced. .

Notes and References

[1] The Economic Recovery Tax Act of 1981 provided
for the following increases in the Federal estate tax
filing threshold and corresponding unified credit:

Year of death Filing threshold Unified credit
1982 $225,000 $ 62,800
1983 275,000 79,300
1984 325,000 96,300
1985 400,000 121,800
1986 500,000 155,800
1987 and thereafter 600,000 192,800

[2] Data for the 1989 and 1990 Filing Years are available
in the Statistics of Income Bulletin, Winter 1991-1992,
Volume 11, Number 3, 1992,

[3] Alifigures were converted to constant 1989 dollars
using the implicit price deflator for gross domestic
product, Economic Report of the President, U.S.
Office of Management and Budget, 1993. Only
returns with $600,000 or more of gross estate in 1989
dollars were included.

[4] National Center for Health Statistics, Monthly Vital
Statistics Report, Volume 40, Number 8, Supplement
2, Washington, DC, January 7, 1992.

{5] Ibid.
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[6] Untraded or closely held stock is identified from the
descriptions of assets provided by executors on the
Federal estate tax return. When such descriptions are
too vague (or absent) to make a reasonable determi-
nation, amounts are included in the more general
“other corporate stock” category. Therefore, the
estimate of “closely held stock” presented in this.

~ paper should be considered extremely conservative.

(7] Investment Company Instltute, 1990 Guide to
Mutual Funds, 1990. :

[8] Johnson, Barry W., “Estate Tax Returns, 19'86-‘
1988,” Statistics of Income Bulletin, Spring 1990,
Volume 9, Number 4,1990.

[9] Because chantable bequests are mcluded in deduc-
tions from gross estate, and therefore endogenous to
the determination of taxable and nontaxable retiirns,
" the distinction between these groups should be
viewed with caution. A generally accepted practice

|- —_ _isto.remove.the. deduction for charitable. bequestS;f

from total deductions and then recalculate the estate
tax liability in order to examine the effect of taxation
on charitable giving. (See Joulfaian, David, “Chari- -
-table Bequests and Estate Taxes,” paper presented at -
the Allied Social Science Annual Meetings, 1990.)

[10] Johnson, Barry and Rosenfeld, Jeffrey, “Factors
Affecting Charitable Giving: Inferences From Estate °
Tax Returns, 1986,” Statistics of Income and Related '
Administrative Record Research: 1990, July 1992, -
pp 55-62. .

-[11] Meckstroth, Alicia, “Prlvate Foundatxons and
Charitable Trusts, 1989, Statistics of Income -
" Bulletin, Winter 1992-1993, Volume 12 Number 3 f
PP 24-62, 1993

[12] A constant dollar threshold of $650 000 is used for
this analysis because a constant dollar $600,000
threshold actually falls below the current dollar
filing threshold for decedent’s dying in 1987 and
-1988, thus providing incomplete information for
those years. The slightly higher threshold eliminates
this problem, giving a more accurate estimate of the
changes from year to year. The threshold is applied
- to'the “total gross estate” used for calculatmg
Federal estate tax liability and may include the value -
of the estate at the time of the decedent sdeath,or
its value 6 months later (see Explanation of Selected
Terms, “Total gross estate, alternate value™).

[13] This analysis i is llmlted to returns filed in 1982-1991
because Statistics of Income did not resume annual

studies of estate tax returns until 1982. The next
most recent study was done for 1977, focusing
mainly on returns filed for 1976 decedents, whose
estates were subject to significantly different tax
laws than those in effect for returns filed during
1982-1991. : .

Statistics of Income samples of estate tax returns
filed in 1984 and 1985 focused primarily on dece- -
dents who died in 1982. Estimates of the general
population of filers in each of these years are
therefore subject to considerable sampling variabil-
ity. ‘ T ‘ :

endix: Tax Law changes Affecting 1989-

[14]

- 1991 Estate Tax Statistics

The modern estate tax has been in effect-since 1916. .

While the tax rates and filing requirements have changed
from time to time, there have been relatively few changes
in the basic structufe of the estate tax since its inception.

—The data-in this- article-have-been-affected by revisions—— |-

included in the Technical and Miscellaneous Revenue Act
of 1988, the Revenue Reconciliation Act of 1989 and the ‘
Revenue Reconcrllatlon Act of 1990 :

Technical and Miscellaneouss Revenue Act of 1988

The Technical-and Miscellaneous Revenue Act of 1988
made several important éhanges to existing estate tax law,
including clarifying and revising rules applymg tothe
deduction for bequests to a surviving spouse, bequeststo . -
grandchildren-and transfers of interests in busmess
enterprlses to famlly members

Estate Freeze Rules

An “estate freeze” occurs when a person transfers a share

- of property to another family member which hasa

disproportionately large share of the potential apprecia-
tion in an enterprise, while maintaining an interest or
share in the income or rights in that enterprise. A.common
practice is for a parent to give thé common stock in a
closely held corporation to a child, while the parent
retains the preferred stock. The parent would pay a gift

. tax for the value of the common stock (usually underval-

ued to minimize taxes) at the time of the transfer, while
maintaining control of the company and an income for -
life. All future appreciation in the value of the company
would increase the value of the common stock, effectively
“freezing” the value of the company held by the parent at
its value at the time of the transfer. :

The estate freeze provisions of the 1988 Act prov1ded
that whenever such a transfer is made and any interest or
share in the income or rights is retained by the transferor,
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the value of the enterprise would be included in the
transferor’s estate. (Under prior law, the retained interest
had to be disproportionately large for the freeze provi-
sions to apply.) If the transferor was married, and chose
to pass the retained interests to the surviving spouse, the
freeze provisions would not apply until the death of the
surviving spouse. In cases where a family member
purchased the substantial interest from the transferor for
“full and adequate consideration” using consideration
(usually money) which was never acquired from the
transferor, only a fraction of the value of the enterprise
would be includible in the transferor’s estate.

The 1988 Act provided several exceptions or “safe
harbors” for business transactions which did not re-
semble retained life interests. The retention of “qualified
debt” was one of these exceptions. In order to qualify,
the debt must require fixed payment of principal and
interest over a fixed term of not more than 15 years (30
years, if secured by real property). The debt could not
grant voting rights, be convertible into an interest in the
enterprise, nor be subordinated to the rights of general
creditors. Similar exemptions existed when a transferor
retained a debt incurred for the cash to start-up an enter-
prise, rights to purchase options or rights to sell or lease
goods or property to the enterprise under certain condi-
tions.

Other provisions of the Act pertaining to estate freezes
provided for the treatment of later transfers, including
transfer of the transferor’s retained interest, as well as
transfer of the original transferred property by the
original transferee. In general, such events were treated
as gifts, resulting in gift tax liability and adjustments to
the value of the enterprise which would be includible in
the transferor’s estate.

Bequests of Property Interests to a Surviving Spouse
Under previous law, no marital deduction was allowed
for estate interests passed to a surviving spouse unless
the surviving spouse had a terminal interest in the
property, i.e., control over the transfer of the property at
the time of his or her death. The 1988 Act provided a
marital deduction for life interests in property for which
the surviving spouse had no terminal interest, as long as
it was “qualified terminal interest property” (QTIP).
QTIP is property in which the spouse has sole right to all
income during his or her lifetime, payable at least
annually, but no power to transfer the property at death.
The Act permitted the marital deduction for such
property because the QTIP would be included in the
surviving spouse’s gross estate through the QTIP
election on the decedent spouse’s estate tax return.

Non-Citizen Surviving Spouses

Prior to the 1988 Act, U.S. citizens and residents were
allowed an unlimited deduction for the value of most
property passing to a spouse, regardless of the surviving
spouse’s citizenship. Under the Act, transfers to a
surviving spouse who is not a U.S. citizen would not
qualify for the deduction, unless the property was placed
in a “qualified domestic trust” (QDT) before the due date
of the decedent spouse’s estate tax return.

A QDT must satisfy the following requirements under
the 1988 Act:

1. all trustees must be U.S. citizens or domestic corpo-
rations,

2. the surviving spouse must be entitled to all trust
income and it must be payable at least annually,

3. the trust must fulfill requirements to ensure that its
proceeds will be subject to U.S. estate tax upon the sur-
viving spouse’s death, and

4. the trust must be irrevocable.

Any distribution from the principal of the trust would
be subject to estate tax as though the distributed assets had
been included in the deceased spouse’s estate. Likewise, if
during the life of the surviving spouse a non-U.S. citizen
or corporation became trustee of the QDT, the trust would
be immediately subject to estate tax.

This section of the 1988 Act also provided for the
inclusion of more than one-half of the value of any jointly
held marital property in the estate of a decedent whose